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KEY ECONOMIC INDICATORS ~~ 


(US$ Millions Unless Otherwise Stated) 


1973 1974 1974/73 
% change 


INCOME, PRODUCTION, EMPLOYMENT 


(7) GNP at Current Prices 16,197 27,005 
(7) GDP at Current Prices 17, 864 %1, 139 74 
(8) GDP at Constant 1968 Prices 13,692 14, 369 D. 
(7) Per-Capita GNP at Current Prices 1,429 2,306 
(7) National Income 14,178 24, 912 75. 
Employment 3, 129 3, 700 
1) Plant and Investment Equipment 4, 486 n.a. n. 
2) Avg. Industrial Wage (Blue Collar 
US $ Monthly) 310 n.a. n. 
(1) Industrial Production, excl. Petroleum 174.7 215.1 on. 
Refining - Index (1968=100) 11/74 
) a) Crude Petroleum (1, 000 b/d) 3,366 2, 976 -11.6 
) b) Iron Ore (Mill. of MT) 22 26 13.2 
) e) Cement (Thous of MT) 3,412 3,494 2.4 
) 
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d) Motor Vehicles (units) 96, 951, 118,152 21,9 
Value of Construction Permits 412 459 11.4 
Granted 

MONzZY AND PRICES 

(1) Money Supply 4,362 6,386 31.4 

(1) Public Debt Outstanding 1, 660 2,012 21.2 

(1) External Debt 910 766 -15.8 

(1) Commercial Bank Prime Rate (%) 10 11 10.0 
) 
) 
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(1) Retail Price Index (Caracas) (1963= 100) 120.1 134.8 12.2 
(1) Wholesale Price Index (1968=100) 123.8 148.4 19.9 


FOREIGN SECTOR 


(1) Gold and Foreign Exchange Reserves 2, 377 6, 387 168.7 
(1) Basic Balance 194 4 875 na. 
(7) Balance of Trade 1, 341 6, 143 nea. 
(7) Exports (FOB) 5,573 4, 744 164.6 
(6) To U. S. 1, 787 ‘4, 431 148.0 
(7) Imports (FOB) 2, 840 4, 663 64.2 
(6) From U. S. 1, 033 1, 768 71.2 
(7) Balance on Current Account 435 5, 103 Betis 


Sources: 

l. Central Bank . Ministry of Mines and Hydrocarbons 

2. Ministry of Labor . Venezuelan Chamber of Construction 
Chamber of Automotive Vehicle Industry 
*Petroleum exports US Department of Commerce 


valued at reference . International Monetary Fund 8. CORDIPLAN 
prices 





SUMMARY 


Greatly increased oil revenue has catapulted Venezuela in the 
last two years from the status of a developing country into the ranks 
of a middle-income nation with a GNP per capita of more than $2, 300 
and from an. aid recipient to that of an international lender. The 
Government has stated its intention to use this unexpected surplus in- 
come to transform the Venezuelan economy through stimulation of 
agriculture and industrial activities, promotion of non-traditional ex- 
ports and redistribution of wealth. 


In 1974 the GDP measured in current prices experienced a 
phenomenal growth rate because of high petroleum earnings. At 
1968 prices, however, the growth was moderate, reflecting a reduc- 
tion in real output of the petroleum sector but a respectable growth 
rate in most of the non-extractive sectors. The twelve per cent re- 
duction in petroleum output in 1974 was caused partially by a reduc- 
tion in world demand as well as the conscious policy of the government 
to conserve petroleum and natural gas. In order to ensure that its non- 
renewable natural resources are under its full control, the government 
nationalized the iron mining industry at the end of 1974 and has intro- 
duced legislation for immediate reversion of the private petroleum 
concessions to the state. 


Despite measures adopted by the government to hold down prices 
of necessities, Venezuela, after enjoying stable prices for several 
years, has experienced double digit inflation since the beginning of 
1973. While the increased oil revenue has been reflected in parallel 
increases in the national budget, the government has sought to reduce 
some of the inflationary pressure by the establishment of the Venezuela 
Investment Fund which is supposed to absorb half of the government's 
oil revenue, most of which is to be invested abroad in liquid assets 
in international lending institutions, bilateral assistance or foreign 
costs of domestic projects. 


In view of the high level of income in Venezuela, sales prospects 
for U.S. business continue to be excellent. In 1974 U.S. exports to 
Venezuela increased 72% and there is every likelihood of this trend 
continuing in 1975, especially since the government's extensive develop- 
ment plans will require imports of high technology capital goods in 
greater quantities. Despite the abundance of capital in Venezuela, 
there continues to be a need for foreign investment to provide the 
necessary transfer of technology. Although Venezuela's entry into the 
Andean Pact has severely curtailed the extent of foreign ownership 
permitted, there continue to be good prospects for U.S. investment 

albeit with a growing Venezwlan share in management and profits. 





CURRENT ECONOMIC SITUATION AND TRENDS 


GROWTH OF THE ECONOMY 


In current terms the GDP increased 74% in 1974 to $3.1 billion, 
assuming petroleum exports are valued at referenced prices. Despite 
the fact that the volume of petroleum production dropped from an 
average of 3.37 million barrels per day in 1973 to 2.98 million in 1974, 
the value contributed to the economy by the petroleum sector in current 
terms rose from $5.1 billion in 1973 to an estimated $14.7 billion in 
1974, an increase of 189 per cent. Per capita national income in 1974 
rose to about $2, 300. 


In real terms (1968 prices) the GDP grew only 5.1 per cent. 
While the petroleum sector experienced a ten per cent decline in 
production, the 8.3 per cent real growth in the non-extractive sectors 
of the economy in 1974 compares favorably with the 5.4 per cent increase 
measured for 1973. In constant 1968 prices agriculture increased 7.2 
per cent compared to only 3.0 per cent in 1973. Manufacturing grew 
at a rate of 9.3 per cent compared to 6.7 per cent in the previous year. 
Other sectors which experienced above average growth in 1974 include 


commerce, 8.8 per cent; finance, 9.0 per cent; and other services, 
8.2 per cent. Construction on the other hand grew only 2.8 per cent 
compared with 10.8 per cent in 1973, largely due to a cut back in public 
works expenditures. 


PRICES 


During the period 1968-1972, the general price index increased 
at an annual average rate of about 2.5 per cent. In 1973 the rate jumped 
to ll per cent and in 1974 increased 19.6 per cent. Whereas inflation 
formerly was imported for the most part, for the last two years prices 
of domestically produced goods have increased faster than foreign 
goods. The increase in the cost of living has been held below the rate 
of growth for the general price index as a result of the government's 
system of price controls. During 1974 the overall cost of living in the 
metropolitan area of Caracas increased 12.2 per cent. Within this 
index food, drink and tobacco increased 20.8 per cent; clothes and 
shoes, 21.8 per cent; housing, 4.6 per cent; services, 25.3 per cent; 
personal care, 10.6 per cent; and transportation, 13.0 per cent. 





EMPLOYMENT AND WAGES 


The Venezuelan labor force is 3.7 million persons. Un- 
employment is largely structural and seasonal in nature and has 
been declining. Skilled workers are in very short supply. Salaries 
for blue collar unionized workers in Venezuela average $348 a month, 
while their white collar colleagues average $802 a month - the highest 
wages in Latin America. The minimum wage in Venezuela is $3.50 
a day and applies to all workers, both urban and rural. Mandatory 
wage boosts of 5-25 per cent were decreed in 1974 as part of the 
GOV incomes policy. There is no current indication that this 
measure will be repeated in 1975, but the government is committed 
to a redistribution of income through tax reform measures. 


INDUSTRY 


Venezuela's development is being guided in a manner designed to 
change rapidly the character of the industrial base from a supplier 

of raw materials and semi-processed goods and an importer of 
finished products into one that is integrated with a much greater 
degree of intermediate manufacturing and finished goods production. 
The government is stimulating diversification through large infusions 
of capital in such crucial sectors as metallurgy, petrochemicals, 

ship construction and power generation. At the same time, incentives 
and credits are being extended to private enterprises in non-traditional 
activities to encourage small and medium-sized companies. To 
enhance the benefits to the country of the automotive industry, the 
government has set quotas for increasing the domestic value-added 
content. This method of stimulating ancillary industry, if successful, 
may be a model in other parts of the economy. Opportunities for 
foreign investment continue to be somewhat circumscribed while 
government policies are redefined, but officials continue to cite the 
need for the future contribution of technology from abroad to accomplish 
industrialization goals. 


PETROLEUM 


Venezuelan oil production, refining, and exports, all experienced a 
significant decline during 1974. Production of oil dropped under 3 
million barrels per day average for the entire year, and exports were 
at their lowest level in ten years. However, because of the prevailing 
high price of oil in the world market, the Ministry of Mines and 
Hydrocarbons increased the official estimate of oil reserves to a level 
equivalent to 19 years at current production rates. 





In January 1975 the Venezuelan g@ vernment implemented the 
most recent OPEC pricing and tax recommendations through a 
series of measures that resulted in an increase in Venezuelan tax 
revenue of an average of 38 cents per barrel. The government 
moved closer to nationalization of the private oil concessions 
when it introduced a bill in the National Congress in March 1975 
calling for termination of oil concessions 120 days after its enact- 
ment. The draft bill will be subject to study and debate and is not 
expected to be approved until mid-1975. The role of the private 
oil industry after nationalization has not been determined, although 
the Venezuelan government has indicated that their services will be 
needed. 


Oil financing arrangements were concluded by Venezuela with 
Central America, Panama and Peru, to assist these countries in 
their balance of payments difficulties. 


AGRICUL TURE 


The Perez administration has budgeted over $600 million for 
massive agricultural support and development programs during 
1975. By increasing producer prices and granting larger amounts 
of agricultural credit, the Venezuelan government plans to reduce 
the nation's food deficit and heavy expenditures for agricultural 
imports. Despite Venezuela's fortunate position as a country with 
vast amounts of oil revenue, agricultural development must be 
forthcoming to achieve an optimum rate of industrialization. 


As over half of Venezuela's traditional crops are still produced 
by small farmers, a change in the rural infrastructure to larger 
commercial operations is necessary before Venezuela can depend on 
local output for more of its food needs. Agricultural production must 
increase at a rate sufficient to offset not only an increase in consump- 
tion brought about by increased population but also an increase in 
demand for protein foods such as meat, milk, and eggs that require 
increased use of feedgrains (i.e., corn and grain sorghum) and 
vegetable protein byproducts (i.e., soybean meal). Although agri- 
cultural production is expected to increase by as much as 10 per 
cent during 1975, this expansion will not likely reduce Venezuela's 


increasing import requirements for feedgrains, wheat and oilseed 
byproducts. 





MONETARY AND FISCAL SITUATION 


In 1974 monetary liquidity increased 32.1 per cent; however, 
the growth was very uneven. During the first four months liquidity 
increased 13 per cent. After April, however, as a result of a more 
restrictive monetary policy combined with an outflow of foreign 
capital, commercial banks experienced a liquidity shortage. From 
August onward, when the Central Bank adopted expansionary 
measures and the government increased its deposits in the commercial 
banks, liquidity expanded progressively. The expansion appears to 
have continued thus far into 1975 in part as a result of the strength 
of the Bolivar as well as the effects of the extraordinary oil revenue. 


Government revenue in 1974 was $10 billion compared to 
$3.8 billion in 1973. Of the total ordinary income, petroleum 
activities contributed $8.5 billion or 86 per cent. In 1973 the petro- 
leum industry contributed only $2.7 billion or 71 per cent of ordinary 
revenue. Total expenditures in 1974 amounted to $9.2 billion, of 
which $3.3 billion represented current expenditures and $5. 9 billion 
capital expenditures. The major portion of capital expenditures 
was allotted to the newly established Venezuelan Investment Fund, 
$3.0 billion; transfers to autonomous government institutions, 
$2.1 billion; and government direct investment in infrastructure, 
$0. 5 billion. 


The 1975 budget amounts to $9.7 billion, somewhat less than 
the total income of $10 billion realized in 1974. Ordinary income is 
projected to be $9.4 billion of which $8.0 billion would be derived 
from petroleum. In addition to ordinary current and capital expen- 
ditures (includi ng public debt) of $5.6 billion, the budget provides 
$3.1 for the Venezuelan Investment Fund and $1 billion for special 
programs for promoting agriculture and industry. 


BALANCE OF PAYMENTS 


Increased petroleum earnings enabled Venezuela to achieve 
a trade surplus of $6 billion in 1974 despite a 65 per cent increase 
in the value of imports. This trade surplus was only slightly offset 
by the traditionally negative service account, resulting in a surplus 
on current account of $5 billion. There was a net outflow of long- 
term capital because of disinvestment in the petroleum sector and 
official loans abroad as well as a net outflow of short-term capital 





due to speculative movements. However, the negative effect of the 
capital account was insignificant compared to the strong current 
account, which enabled Venezuela to increase its foreign exchange 
reserves by $4 billion during 1974. Venezuela's trade surplus is 
expected to be considerably less in 1975 as a result of a planned 
decline in petroleum production and a continued growth in imports. 
Nevertheless, the trade surplus should be high enough to compensate 
for any negative effects of the service and capital account, as indi- 
cated by the fact that foreign exchange reserves already have 
increased $1 billion since the beginning of the year. 


IMFLICATIONS FOR THE UNITED STATES 


Sales prospects for U.S. businessmen have probably never 
been better in the Venezuelan market. According to the U.S. 
Department of Commerce, U.S. exports (FOB) to Venezuela reached 
a record level of almost $1.8 billion during 1974 and there is every 
indication that this figure will be exceeded during 1975. Venezuela's 
broad and ambitious national development program, the nation's 
increased revenue which continues to accrue from the four-fold 


increase in petroleum prices, and substantial credit offers by the 
government to the private sector form the basis of a strong market 
for a broad spectrum of U.S. goods and services. 


The Venezuelan national development scheme includes plans 
to create large new enterprises engaged in a host of high technology 
industries, e.g., enlarged steel making and milling facilities, 
shipbuilding, and petrochemical plants. Much of the technology 
required will come from abroad and it is important that U.S. engineering 
and design firms be especially alert to opportunities for participation. 


Of the six areas singled out by President Perez' administration 
for special assistance in development efforts (petroleum, petro- 
chemicals, iron mining, general mining, steel and agriculture), 
agriculture is the number one priority. The Government's program 
includes everything from penetration roads to sprinkler irrigation 
systems; thus, a market exists for all types of earth moving equip- 
ment as well as most kinds of agricultural machinery. With little 
more than 4 per cent of the country's land area under cultivation, 
there is vast potential for expansion. 


In summary, business in Venezuela is good, trade oppor- 
tunities abound across the board, substantial domestic credit is 
available, and payments are prompt. 








